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THE NEW SOUTHERN INSPECTION BUREAU. 


Recent Efforts Made to Meet the Underwriting Situation in the South. 


By S. 


When the sentiment controlling 
Southern Legislatures was apparent 
in the passage of what are known 
as anti-compact laws, and such laws 
became operative in the States of 
Virginia, South Carolina and Lou- 
isiana, thoughtful underwriters be- 
gan to cast about, not to defeat 
and evade these statutes, but to so 
regulate and conduct their business 
as to comply strictly with the same. 
The early introduction of schedule 
rating in the South, practically 
covering every class of hazard, 
made it imperative that the excel- 
lent system of inspection connected 
therewith should be continued and 
maintained, not only in the interest 
of the companies, but the better to 
assist and subserve valued patrons, 
who at great expense had equipped 
and protected their plants in order 
to secure low rates of insurance. 

An intelligent inspection system, 
founded somewhat upon the lines 
of the bureaus now conducted in 
the New England and middle de- 
partment fields, at once suggested 
itself, and through the efforts of 
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those most deeply interested in the 
underwriting welfare of this section, 
a sufficient number of companies, 
has been secured to 
make the plana success. The ab- 
solute necessity and importance of 
the movement must be apparent to 


we believe, 


all who are familiar with conditions 
in the South 
indicated above, that almost every 
promulgated rate made during the 


and who recall, as 


past ten years is based upon the 
exhaustive schedules originally pre- 
pared by the early framers of the 
present rules and regulations gov- 
erning. The public has been edu- 
cated up to these standards, and 
there is hardly a manufacturer in 
the South to-day who is not entirely 
familiar with the requirements as to 
the proper location and separation 
of the hazardous portions of 
risk, such as boiler 
rooms and other features connected 
with manufacturing plants, which 
at once suggest themselves to those 
familiar with the making of rates. 


his 
houses, dry 


If there is to be no obligation or 
inducement on the part of the aver- 
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age property owner to keep up the 
effectiveness of his fire protection, 
there will be a rapid and sudden 
increase in losses, and this, it is 
hoped, will be averted by the thor- 
oughness of the system of inspec- 
tion now being inaugurated. 

The purposes, therefore, of the 
proposed Bureau of Inspection 
briefly stated will be to make com- 
plete and frequent surveys of risks 
in the Southeastern States, and to 
furnish the same to the subscribing 
companies at the lowest possible 
cost, it being distinctly understood 
at the outset that it will not be 
undertaken in any manner to control 
or influence the question of the rate of 
premium to be charged. ‘There will be 
no ornamental offices, but simply a 
Governing Committee of Seven to 
be annually chosen from the sub- 
scribing companies who will be ex- 
pected to serve without cost and 
expense to their associates. This 
Governing Committee will in turn 
elect a secretary, who will take 
charge of the records, direct the 
work of the inspectors and conduct 
the affairs of the bureau under in- 
structions from time to time given. 
He shall also be the treasurer and 
make proper bond. 

It is not proposed or expected 
that there be a large membership, 
in fact the organizers rather incline 
to the belief that a small compact 
association will better meet the de- 
mands of those interested than one, 
large and unwieldy, with its mem- 
bers having divergent views as to 
the value of the high-class and rigid 
inspections proposed. 

It must be apparent that, with 
only four States under jurisdiction 
of the rating associations operating 
in this section, that the time has 
come when companies must unite 
to keep up and perfect an expert 
system of inspection which will at 
once give them particular and full 
information as to each important 
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risk written, and at the same time 
enable the owner of the property to 
act with intelligence and prompt- 
ness in keeping his fire protection 
up to an agreed standard of effi- 
ciency. 

There will be no question of rate 
in making these surveys, but each 
company for itself will naturally 
have its examiners closely review 
the same and decide if it wants the 
line at all at the rate paid. Let us, 
for instance, take the cotton com- 
press and warehouse business of the 
South alone, forming as it does the 
most important subject of insurance 
of this section, and consider how 
much at sea we would all be in 
writing these hazards, unless we 
had some system of inspection as 
outlined above and which neces- 
sarily must commend itself to every 
prudent compress owner and ware- 
houseman. We all remember the 
old system of naming a flat rate 
without reference to area of build- 
ing, character of division walls and 
fire protection, and we all know the 
results when we recall the destruc- 
tive fires of past years at Savannah, 
Charleston, Augusta, Macon and 
New Orleans, and in fact, at almost 
every important Southern cotton 
center. 

The bureau is bound to be of 
inestimable service to the compan- 
ies and to the fire insurance busi- 
ness generally in the South. The 
early history and mistakes of like 
organizations should be sufficiently 
clear and open to us to prevent 
duplication of the errors which usu- 
ally follow the introduction of any 
new scheme of the importance and 
magnitude of the proposed ven- 
ture. 

A word in conclusion as to the 
inspectors. It is intended that they 
shall be efficient, trustworthy and 
of sufficient expert knowledge to 
make valuable their surveys, es- 
timates and recommendations. 


mess —2 











COMPETITION IN LIFE INSURANCE.* 


Cost of New Business and the Organization of New Companies. 


I wish to occupy your time this 
evening in discussing some phases 
of competition in life insurance 
which have recently been the sub- 
ject of agitation. Those of you 
who have observed current events 
closely have noted that a struggle 
for self-preservation against the ex- 
acting demands of competition is 
now in progress, and that this 
struggle has at times become so 
acute as to threaten sound principles 
of life insurance. I do not propose, 
however, to touch upon that feature 
of competition, but desire to draw 
your attention to one or two falla- 
cies, which have, directly and in- 
directly, grown out of this struggle 
for self-preservation. 


1. That the cost of placing a new policy 
shall be paid by the applicant. 

2. That state requirements shall be 
modified for the purpose of promoting 
competition. 


I propose to controvert these state- 
ments, and to contend that the first 
proposition is opposed to economic 
law and that the second is opposed 
to the best accepted theories of State 
supervision. 

COST OF NEW BUSINESS. 

We all know that there is scarcely 
acompany doing businessin America 
to-day which does not pay a part of 
the cost of placing new business 
out of its surplus funds. In other 
words, the expense loading in the 
first year’s premium is insufficient 
to pay the way of the new entrant 
into the company. The expense 
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loading on the premium is about 25 
per cent., while the rate of commis- 
sion paid to agents during the first 
year varies from 25 to 75 per cent., 
and in some cases is even higher. 
Where the initial expense so 
largely in excess of the loading, 
it is necessary for the company 
to use its surplus to fill the gap in 
the mortality funds. A part, at 
least, of current death losses and 
reserve for future losses must be 
met in this way. Where a company 
is weak in surplus funds, and at the 
same time is paying high rates of 
brokerage for new business, it is a 
difficult thing to make up the de- 
ficiency ; but with a well-managed 
company, paying moderate broker- 
ages, the surplus used at the begin- 
ning of the year for placing the 
business, will be restored out of the 
loading in subsequent premiums or 
if the policy lapses, out of the re- 
serve which is released. 


is 


Out of these conditions, namely, 
that the cost of placing a new policy 
exceeds the expense loading of the 
first year, and especially out of the 
excessive pressure brought to bear 
upon weak companies, has arisen 
the extraordinary proposition that 
this excess cost of placing the new 
policy shall be paid by the appli- 
cant. Various ways of making the 
new policy-holder pay the cost have 
been advanced, but I shall not dis- 
cuss them at this time. One, at 
least, has been the subject of a 
recent controversy. I shall consider 


only the general proposition. 
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WHO SHALL PAY THE COST? 


Shall the new policy-holder pay 
the cost of getting into the com- 
pany? Let us look at this proposi- 
tion in a plain, common-sense way. 
In the first place we can assume, 
without any attempt at demonstra- 
tion, that life insurance,— however 
much we may regard it in the ab- 
stract as a benevolent institution, 
which it certainly is—is governed 
by the same economic laws which 
control all commercial undertak- 
ings. In other words, it is a busi- 
ness, not a philanthropy, founded 
upon business principles, managed 
upon business principles, governed 
as to price by the several elements 
of cost, the any other 
utility, and subject to all the modi- 
fying laws of competition peculiar 
to the business world. 


same as 


The elements of cost in life insur- 
ance, which determine the price, 
are mortality, interest and expense. 
In regard to mortality and interest, 
the State has seen fit to exercise 
paternal oversight and fix the limit 
of safety. In regard to expense, the 
State is silent, and this element in 
the cost price of insurance has be- 
come subject to the influences of 
competition, and varies according 
to the needs and desires of the sev- 
eral companies. Asa result of this 
competition, the cost of placing new 
business has increased far beyond 
the loading provided for expense. 
The deficiency is supplied from the 
belonging to old 


surplus funds 


policy-holders. 

Should this deficiency be so sup- 
plied, or should the new policy- 
holder, by any one of the several 
plans proposed, be required to pay 


the cost of placing the business? 





Monthly Journal of Insurance Economics. 


USE OF SURPLUS JUSTIFIED. 


The payment of the deficiency 
from the surplus is in accordance 
with good business principles and 
sound economic law. It conforms 
strictly to recognized commercial 
practices, and in no wise inflicts an 
injury upon the old policy-holder, 
provided always that the expendi- 
ture of surplus for the purchase of 
new business is wisely and honestly 
made. 

Did you ever hear of a manufac- 
turer who put $500,000 into the 
construction and equipment of a 
new factory, recovering the cost of 
outlay from his first year’s sales? 
Does the manufacturer expect to 
recover the cost of the plant the 
first year? He does not. Would 
he be able to find a market for his 
wares if he charged the actual cost 
to his first year’s customers? He 
would not. The price is governed 
by competitive conditions, and the 
cost of the plant is restored from 
the margin of profit spread over a 
number of years. 

Again, does a merchant, cultivat- 
ing a new line of trade, pay the ex- 
pense of his drummers out of the 
first bill of sale? Rarely, if ever, I 
think. It is not the first sale — 
secured after careful, persistent and 
expensive cultivation—which pays; 
but the continued trade of the cus- 
tomer. 


CAPITAL NECESSARY. 

The manufacturer builds his 
plant, and the merchant cultivates 
his trade by the use of capital. 
Modern business conditions demand 
capital as one of the requisites of 
new commercial development. 
Shall we apply any different rule to 
new development in life insurance ? 
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Competition has raised the price of 
obtaining new business above the 
expense loading in the premium. 
Why? Is it because the new policy- 
holder is harder to get than formerly? 
I think not. It is easier to get the 
new policy-holder than formerly, or 
rather, I should say, it is easier to 
convert a man to insurance ; but this 
gain is offset by increased competi- 
tion. The companies demand more 
business, and the agents demand 
more commission. The agent de- 
mands more commission because 
his standard of living is higher, 
and because the competition of the 
rebater has increased; the compan- 
ies pay more because they are in 
competition for the business which 
the agent controls. So far as the 
new policy-holder is concerned, he 
is more willing than ever to insure; 
it is no longer with him a question 
of any company, but what company. 
The proposition is, to make the 
new policy-holder, who is more 
willing than ever to insure, and 
who is only puzzled by the solicita- 
tions of so many competing com- 
panies, to make this man pay for 
the increased cost of placing new 
business. Is not the suggestion an 
absurd one? Does the new policy- 
holder want the insurance more 
than the company wants the new 
policy-holder? The ever-increasing 
strife for his patronage answers 
that question. Suppose you levy 
the increased initial cost of placing 
insurance upon the new policy- 
holder with his knowledge, would 
he pay it? Most certainly not, be- 
cause there are plenty of companies 
which want him and are glad to 
take him and pay the cost them- 
selves. 
BENEFIT TO OLD POLICY—HOLDERS. 
The final, determining factor in 
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the cost of new business is the needs 
and demands of the company. 
business is essential for prosperity 
and perpetuity. How much shall 
we pay for it? That is a question 
for the management of each com- 
pany, acting in accordance with the 
best interests of the body of policy- 
holders, to determine. Those inter- 
ests —the interests of the old policy- 
holder — demand new business, and 
if it is necessary to pay.more than 
the expense loading to procure it, 
that is the price which the old policy- 
holder must pay out of surplus accu- 
mulations; a price, however, which 
is eventually restored to him. 

There are no ethical or economic 
grounds for making the new policy- 
holder pay for benefits which are 
conferred entirely upon the old 
policy-holder. The surplus is ac- 
cumulated for the purpose of pro- 
tecting and promoting the interests 
of the old policy-holder. It not 
only provides a margin of safety, 
but a working capital. If by the 
expenditure of that capital the 
net results to policy-holders are 
beneficial, its use by the manage- 
ment is justified. But the question 
finally resolves itself into the prac- 
tical proposition that the new policy- 
holder will not pay the excess cost 
for the purpose of getting into the 
company, while the management, 
representing the old policy-holder, 
will pay that cost. Self-interest, as 
it should, determines who shall pay 
the cost.’ (See note). 


New 


NoTE. Permit me to say at this point paren- 
thetically that while recognizing existing eco- 
nomic conditions in respect to the cost of new 
insurance, Iam nevertheless in favor of reform 
in compensation. It seems to me best for life 
insurance as a whole that our efforts should be 
directed toward bringing the first year’s com- 
mission more nearly within the loading. This, 
I believe, can be done without injury to the agent, 
by extending his renewals and identifying his 
interest more closely with the permanency of 
the business. 
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THE STATE AND COMPETITION. 


Another direct result of the heavy 
initial cost of new business is the 
proposition that the State, in its 
paternal capacity, shall make it 
easier for new life insurance com- 
panies to start in business. It is 
not necessary to discuss the meth- 
ods by which it is proposed to modify 
State requirements in order to ac- 
complish this result. I propose to 
deal only with the general proposi- 
tion that the State shall encourage 
competition in life insurance. 

It seems, in the first place, 
rather strange that the cure for 
excessive competition is the crea- 
tion of more competition. It is 
claimed that the necessary cost of 
new business makes it impossible 
for a new life insurance company to 
start. That proposition is open to 
question, but there is no harm in 
admitting it to be true. But how 
can the State adopt remedial meas- 
ures without applying them to all 
companies or old? Special 
legislation in behalf of new corpora- 
tions would not, or at any rate 
should not, be tolerated on any 
grounds. If it is proposed to lib- 
eralize the present statutory laws 
in behalf of all companies, for the 
purpose of making it easier for new 
companies to organize, no relief 
whatever is afforded, and the com- 
petitive conditions which, it is 
claimed, make it impossible for a 
new corporation to start, are only 
accentuated. 


new 


FUNCTIONS OF SUPERVISION. 
But this point is of no compara- 
tive moment. The main objection 
to modifications in statutory law, 
designed to make it easier for new 
life insurance companies to start, is 
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that the proposition is based upon 
a wrong conception of the functions 
of the State as a supervisor of life 
insurance. Personally, I do not 
favor State supervision; on the 
other hand, I do not object to it. 
State supervision in this country 
has been established through va- 
rious causes, and probably is the 
logical outcome of conditions exist- 
ing in America. At any rate State 
supervision is with us to stay. 

The entire purpose for which 
State supervision was established, 
the whole theory upon which it is 
based, is to safeguard the interests 
of the policy-holder. The institu- 
tion of life insurance involves the 
control and administration of trust 
funds to an extent not applicable to 
any other business organization. 
So long as the State has assumed 
the functions of a supervisor, its 
first duty, if it has any, is to safe- 
guard those funds. This is its first, 
perhaps its only, duty. In the pur- 
suit of that purpose, the State is 
compelled to make the organization 
of new life insurance companies 
hard, not easy. There is no sound 
reason why the State should make 
it easy for new companies to organ- 
ize in life insurance, or take any 
measures whatever to encourage 
increased competition. What ben- 
efit will accrue to the insuring 
public? Will it make insurance 
safer, cheaper, or better in any re- 
spect? Has the public asked that 
competition be encouraged by mak- 
ing State standards less rigid? I 
have not heard of such a demand. 
So far as I can see, the sole bene- 
ficiaries of new life insurance com- 
panies will be their promoters 
and managers, who alone seem to 
be asking for this relief. I fail to 
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see why it is incumbent upon the 
State to help those who want to set 
up shop in life insurance. On the 
contrary, it seems to me that such 
a policy is dangerous from the 
standpoint of the public, in whose 
interests alone the State exercises 
supervision. 
COMPETITION AND DEMAND. 

When there is a public demand 
for new life insurance companies we 
shall have them. It will not be 
necessary to pass special legislation 
to make it possible for them to get 
upon their feet. When the existing 
companies are unable to supply the 
public demand for sound life insur- 
ance at the lowest possible price, 
new companies will have no diffi- 
culty in organizing and in meeting 
whatever conditions are necessary 
to obtain a footing, either in respect 
to State standards of safety, or in 
the cost of placing new business 
upon their books. New competition 
in life insurance should be regulated 
entirely by demand. It is no part 
of the State’s business to encourage 
competition by lowering the stand- 
ards of safety with which all sound 
and successful life insurance com- 
panies have had to comply. 

The conditions which face a new 
company to-day are identical with 
those facing an old company, 
namely, an inflexible State stand- 
ard of net cost, and a market price 
which must be paid for new busi- 
ness in excess of the usual loading 
for expense. Both the old and the 
new company need new business, 
and in order to get it they must pay 
the market price. The only way in 
which the excessive initial cost of 
new business can be met is by the 
use of capital. In the case of the 
old company this is supplied by the 
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earned surplus of old policy-holders. 
In the case of a new company this 
capital must be supplied by surplus 
contributions from the organizers. 


OPPORTUNITY IN LIFE INSURANCE. 


It is an interesting fact that no 
legal reserve life insurance company 
started since 1875 has met with 
marked success, and this is fre- 


quently cited as evidence that our 
State standards of reserve effectu- 
ally prevent a new company from 
obtaining a foothold. I do not agree 
with this proposition. Ifthere were 
a demand for new companies, we 
should have them. If the existing 
companies were not able to furnish 
all the insurance needed, at rates as 
low or lower than new companies 
would charge, we should see plenty 
of companies. organized, backed by 
a sufficient capital and managed 
by underwriters of the highest tal- 
ent. The fact is, however, that life 
insurance to-day not only meets all 
the demands of the public, but fur- 
nishes ample field for the exercise 
of underwriting genius. The op- 
portunities in life insurance to-day 
fora man of talent and energy are 
unlimited. They are not excelled in 
any other profession. In all depart- 
ments of the business the door is 
constantly open to those who have 
within them the power to succeed. 
And so long as this condition lasts 
there will be no economic demand 
for increased competition in the 
shape of new companies. So long 
as existing companies can supply 
public demands and provide ave- 
nues of advancement for men of 
ability, there is absolutely no need 
for new companies. When they are 
unable to meet these demands, or 
when underwriters of ability find 
themselves shut out from the re- 
wards to which they are justly 
entitled, we shall then see the or- 
ganization of new companies which 
will be amply equipped to meet all 
the exacting conditions of compe- 
tition and to win favor and success 
in the eyes of the insuring public. 
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LIFE INSURANCE. 


We were able to refer but briefly last 
month to the modified attitude of the Prus- 
The Metual sian government toward 
tt. in Prosi. the sumnal Life Insur- 

ance Company of New 
York. The history of the events leading 
up to this change of front is of enough sig- 
nificance to warrant extended review, par- 
ticularly since the salient facts of this 
history bear with some emphasis upon cur- 
rent discussion in American life insurance. 
We refer to the question of charging tontine 
dividends as a liability. 

The facts upon which this review is based 
are taken mainly from the diplomatic cor- 
respondence relating to the case, covering 
some hundred printed pages of Congres- 
sional documents. An impartial student 
of these facts can hardly fail to reach the 
conclusion that the Mutual Life was arbi- 
trarily deprived of its rights in Prussia, 
without sufficient investigation by that 
government, and upon an erroneous as- 
sumption of facts. The misapprehension 
under which the Prussian government offi- 
cials labored— perhaps inadvertently — 
exists to some degree in this country. 

The Mutual Life obtained authority to 
do business in Prussia in November, 1886. 
The New York Life and Equitable had for 
some years been doing business in that 
country. By the activity of their competi- 
tion, the American companies soon over- 
shadowed the German companies, and 
excited their hostility. It is stated that in 
1895 — less than ten years after admission 
—the Mutual Life had in force a sum of 
insurance exceeding all German compa- 
nies. The German companies, not un- 
naturally, sought protection against this 
competition at the hands of their govern- 
ment—a method of appeal to outside 
forces which is not peculiar to Germany. 

This appeal was not an open one, but it 
is reasonably certain that the new exactions 
which, as early as 1891, began to be im- 
posed upon American companies, with the 
apparent intent, and final result, of driving 
them from the country, were made under 


the advice of experts identified with Ger- 
man companies. In that year the Mutual 
Life desired to make some minor changes 
in its by-laws, affecting administration 
only. The Prussian government declined 
to approve these changes unless the com- 
pany agreed to deposit with the govern- 
ment, in Prussian consols, one-half the 
premium receipts on Prussian business. 
When the injustice of imposing this re- 
quirement on the Mutual Life alone was 
pointed out, it was required of all foreign 
companies, but not of home companies 
which were not restricted in their invest- 
ments to a single class of security. 
pulsion was threatened unless this new 
requirement was met. Rather than suffer 
that injury the Mutual complied, and in 
1895 —at the time of its final expulsion — 
its deposits on this account amounted to 
$500,000. 


Ex- 


v 


In 1892, the Prussian minister of the 
interior issued a new decree respecting all 
insurance companies—the 
nature of which, however, 
bore with particular hard- 
ship upon American companies. It re- 
quired, first, that assets be stated at original 
cost and not at actual market value, the 
prevailing custom in America, established 
by legal enactment; and, second, that 
accounts of tontine business be separately 
maintained. For the three following years 
the statements of the Mutual to the Prus- 
sian government were made in compliance 
with the demand as to the valuation of 
assets. 

In respect to the stipulation upon tontine 
insurance a difference of opinion arose 
which finally led to the arbitrary revoca- 
tion of the company’s concession. There 
seems to be no uniformly accepted defini- 
tion of tontine insurance among actuarial 
authorities, but there has been a general 
understanding that this plan means the 
segregation of policy-holders into groups 
or classes, each group or class participating 
in its own profits without reference to other 
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policy-holders. This certainly is the defi- 
nition of tontine insurance contained in 
the decree of the Prussian government. 

The New York Life and Equitable were 
doing tontine business in accordance with 
this definition; the Mutual Life was not. 
In the case of the latter there is no separa- 
tion of policy-holders into groups for profit- 
sharing purposes. Profits arising from all 
policies are placed in the general surplus, 
from which dividends are declared on the 
contribution plan at the expiration of the 
distribution period, be it annual, ten, fif- 
teen, or twenty years. 

In the face of this requirement as to the 
separation of tontine accounts, the Equit- 
able withdrew from Prussia without any 
attempt at compliance therewith; the New 
York Life, after several years of labor, suc- 
ceeded in putting its accounts in shape to 
satisfy the requirement, too late, however, 
to escape expulsion; while the Mutual Life, 
consistently maintaining the position that 
it did not do the business described in the 
Prussian decree, offered to issue only an- 
nual dividend policies in Prussia, and pay 
the expenses of an examination by author- 
ized experts to determine the accuracy of 
its claims in respect to its methods of doing 
business. . 

To this offer no reply was made, but on 
April 27, 1895, the company suddenly re- 
ceived a demand for the resignation of its 
concession within a fortnight, on pain of 
expulsion. It replied that if the govern- 
ment wished to drive it out of Prussia, it 
must itself cancel the concession, as the 
company would not voluntarily retire. 
An immediate appeal was then made to 
the State department at Washington, re- 
sulting in an extension of the period in 
which the concession would be revoked. 
The company’s actuary then visited Berlin 
and, through the medium of the American 
ambassador, opened indirect negotiations 
with the Prussian authorities, through the 
Imperial foreign office.* At the same time 
the American ambassador was instructed 
from Washington to assist the company in 
preventing a revocation of its concession, 


*The German Empire is comprised of twenty- 
six states, of which Prussia, the largest, pays 
seventy per cent. of the taxes and embraces 
three-fifths of the entire population. Prussia 
practically controls the German Empire, but the 
United States maintains diplomatic relations 
with Germany only, and not with Prussia. 
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on the broad ground that the arbitrary 
action proposed threatened well-established 
principles of international comity. 


- 


On Aug. 14, 1895, the Prussian minister 
of the interior—notwithstanding the rep- 


The Mutesl’s Coe- resentations of the 


. American ambassa- 
cession Revoked. 
dor, and without hav- 


ing accorded a promised hearing to the 
representatives of the company — revoked 
the Mutual Life’s concession, and ordered 
it to cease business Sept. 1, on the ground 
that it had not complied with the condi- 
tions prescribed in respect to tontine in- 
surance. The United States government 
protested strongly against the injustice of 
this act, without avail, and the company 
ceased its operations. The concession of 
the New York Life was revoked at about 
the same time. 

For the past five years the efforts of the 
Mutual Life, assisted by the American 
embassy, have been directed untiringly 
toward securing a resteration of its con- 
cession thus arbitrarily revoked, and some 
restitution for the wrongs to which it was 
unjustly subjected. The history of the case 
from 1895 to the early part of 1899 is the 
recital of an attempt to break through the 
crust of Prussian diplomacy and obtain for 
the company a consideration of its case 
upon its merits; but the reopening of the 
case was subjected to interminable delay. 
The company’s petition was placed in the 
hands of ‘‘experts’’ to determine the 
merits of its contention. Here the case 
remained fora year. It was then referred 
to a new ‘‘expert,’’ who consumed another 
year in considering the case. Still a third 
expert was then called in, and some six 
months passed before the company even 
succeeded in getting indirect information 
before this gentleman, who declined to 
grant a hearing to representatives of the 
company. Finally, however, the company 
succeeded in getting a hearing before this 
expert fot its accredited representatives. 
Three years had elapsed since the revoca- 
tion of the concession. 

Early in 1899 this expert reported his 
finding to the government. It sustained 
the contentions of the Mutual Life in 
respect to its methods of doing business, 
but, instead of restoring the concession, 
new questions were raised. The company 
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then invited Prussia to send experts to 
New York for the purpose of making an 
examination, which they decided to do. 
These experts reached New York in April, 
1899. 

¥ 

As a result of the examination then 
made, the contentions long advanced by 
the Mutual Life as to 
its methods of doing 
business were again sus- 
tained by Prussian experts. The envoys 
declared that the company was not doing 
business on the so-called tontine plan and 
that it could not therefore comply with the 
provisions of the decree of 1892. The res- 
toration of its concession, revoked upon a 
wrongful assumption of facts, was antici- 
pated; but, contrary to expectations, a 
new and extraordinary condition, requir- 
ing the company to dispose of a large and 
exceedingly valuable block of stock invest- 
ments, was imposed. This stipulation had 
never before been made. The company 
declined to accede, and began at once to 
push vigorously for a restoration of its con- 
concession upon the original issue, namely, 
tontine insurance. The company claimed 
that it was excluded from Prussia on a false 
issue, now known to be such by the Prus- 
sian authorities themselves, and that it 
should not be debarred from a restoration 
of those rights by new demands with which 
it could not comply without great sacrifice. 
It offered, however, to deposit its entire 
premium reserve on Prussian business in 
securities prescribed by the authorities of 
that country. 

But the Prussian authorities would not 
recede from their new demand. The final 
event in the negotiations was a vigorous 
summing up of the Mutual Life’s case in a 
communication to the minister of the 
interior, protesting against the failure of 
the government to repair the injustice done 
by the arbitrary and unwarranted revoca- 
tion of the company’s concession in 1895. 
The minister, without any attempt to ex- 
plain the discriminative attitude of the 
government, declined to continue the cor- 
respondence in the ‘‘impolite tone which 
you have chosen to adopt.’? Upon this 
abrupt termination of negotiations, the 
company fired this parting shot: ‘‘In de- 
fault of such explanation it must be con- 
cluded that the statement of fact, upon 


Disposal of 
Stocks Required. 


“é 


Monthly Journal of Insurance Economics. 


which the company rests its case, cannot 
be successfully controverted.”’ 

The company thereupon made an appeal 
to Congress to aid it in securing a restora- 
tion of its rights. This appeal is still 
pending. In the meantime the Prussian 
government has of its own volition resumed 
negotiations by means of a communication 
to the State department at Washington, 
stating that the Mutual Life can now be 
admitted to Prussia upon compliance with 
the conditions imposed last spring, or, if 
this is impossible, counter propositions 
will be favorably considered. As the Mu- 
tual Life has already submitted ‘‘ counter 
propositions,’’ the probability is that the 
modified attitude of the Prussian authori- 
ties indicates an eventual restoration of 
the company’s concession. 


¥ 


The final decision of the Prussian gov- 
ernment in respect tothe business methods 


Deferred Dividends. © ‘he Mutual Life 


pane has an important 
As Liability. bearing upon the 


question of charging deferred dividends as 
a liability. As stated last month, the 
Connecticut Insurance Department has de- 
cided to hereafter charge these dividends 
as a liability. It is commonly supposed 
that this requirement will bear upon all 
the large New York companies, but the 
different methods pursued by the Mutual 
Life will at once raise an interesting ques- 
tion concerning the matter. The position 
of the Connecticut department is as fol- 
lows: ‘‘When a company has, through its 
proper officers, declared and entered upon 
its records dividends as payable upon any 
class of policies, or has in like manner set 
apart any other accumulated funds for 
specific purposes, it should be charged as a 
liability in its statement.”’ 

The so-called ‘‘tontine’’ funds of the 
companies were for many years reported 
to the Connecticut department, not as a 
liability, but as surplus funds. This prac- 
tice, however, was abandoned several years 
ago. The question now raised is not 
only as to the separation of these funds, 
but as to their nature; that is to say, 
whether they are actually a liability, or 
what is commonly understood as surplus 
funds. , 

The question revolves largely around 
the definition of terms and the customs 
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and practices of the companies. Most of 
the companies issue deferred dividend 
policies, the distribution periods varying 
from five to twenty years. Some compa- 
nies, which, like the New York Life, divide 
their policy-holders into profit-sharing 
groups, annually set aside the profits 
accruing thereunder. This is substantially 
the method of the Equitable Life. With 
the Mutual Life, on the other hand, which 
maintains no profit-sharing groups, there 
is no setting aside of profits until the 
expiration of the distribution period. 


. 


The ruling of the Connecticut commis- 
sioner applies only to ‘declared divi- 


Theat OO See Oe 
Dividends? methods pursued by 

. the Mutual Life, 
there is clearly no annual declaration of 
dividends on distribution policies, and 
even in the case of the New York Life and 
the Equitable it is a question whether the 
profits set aside from year to year are actu- 
ally ‘“‘declared dividends.”” A dividend 
which is declared is presumably payable at 
once. May it not be held that profits set 
aside do not become dividends until they 
are payable? In the case of companies 
doing business upon the plan adopted by 
the New York Life and the Equitable, it 
might be argued that the funds set aside as 
profits from year to year upon the different 
groups and classes are merely declared 
surplus, in the same sense that the general 
surplus, existing at the close of any year 
when the accounts are made up, is the 
declared surplus of the company. Are the 
funds held for the special benefit of particu- 
lar groups or classes any more or less de- 
clared surplus than the funds held for the 
benefit of the general body of policy- 
holders? As intimated, much depends 
upon the definition of terms. ° 

The question may also arise as to whether 
the companies can legally be charged with 
a liability under deferred dividends. The- 
oretically, all the funds of a mutual com- 
pany constitute a liability to its policy- 
holders—including general, as well as 
special surplus— but it has not been cus- 
tomary for the State departments to make 
up the accounts of the companies upon 
this basis. The legal liabilities of the 
companies embrace the net reserve required 
by law and other minor obligations in- 
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curred. Can an insurance department 
charge any portion of the surplus funds in 
excess of this liability without the enact- 
ment of a suitable statutory law? It may, 
of course, be contended that the surplus set 
aside upon any group of deferred dividend 
policies, payable at the expiration of the 
accumulation or distribution period, cre- 
ates an immediate liability just as much as 
annual dividends declared, but not yet 
called for by the policy-holders to whom 
they are payable. These, however, are 
dividends due, and are not profits set aside 
payable upon future contingency. 


¥ 


We cite these different phases merely to 
show that the Connecticut department is 
Difficulties of confronted by a problem of 
the Problem. no mean proportions. We 
shall watch with interest its 
solution of these intricate questions. Several 
of the companies, notably the New York 
Life and the Northwestern, now make 
a practice of separating the so-called ‘‘ ton- 
tine’ surplus from general surplus in their 
public statements now made. The Equi- 
table Life, which does its business upon 
the same plan, has not, however, pursued 
this method. As has already been pointed 
out, it is impossible, owing to a radical 
difference in methods, to class the Mutual 
Life as a ‘‘tontine’’ company, and while 
the Connecticut department may rule that 
the surplus, as set aside by such companies 
as the New York Life and the Equitable, 
must be charged as a liability, it will prob- 
ably find the application of its ruling diffi- 
cult, if not impossible, in the case of the 
Mutual Life. 

It is our belief that public opinion will, 
in time, compel some method of treating 
deferred dividends different from that now 
commonly used. We do not contend that 
the present methods are essentially wrong, 
or that a change would necessarily make 
the companies better; but no harm would 
accrue to.any company if there were a 
more clear and definite understanding in 
regard tothe status of surplus funds. We 
believe that some system of separating 
accounts would be beneficial, not only to 
the policy-holders and those seeking new 
insurance, but tothe companies themselves. 
The accumulation of large surplus funds, 
without definite knowledge as to their pur- 
pose, has unquestionably created a wrong 
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impression in the public mind, and has 
frequently subjected the companies to 
annoyance at the hands of claimants who 
have obtained an inflated idea as to their 
equity in the surplus funds. A separation 
of accounts would not affect the standing 
of the companies or make them any the 
less strong. The possession of large sur- 
plus funds above legal liabilities is useful 
purely from a competitive point of view, 
and, as we have said, while the question of 
separating these funds does not involve 
vital principles affecting the soundness 
and welfare of life insurance, we are, never- 
theless, of the opinion that the tendency is 
toward requiring such separation and that 
this problem will become more and more 
the subject of attention upon the part of 
State departments and possibly of legis- 
latures. 


¥ 


The position taken by the Connecticut 
department, in regard to giving credit only 
Cash Paid for cash paid business, has also 

. been the subject of extended 
Business. : atligy nag ae 
discussion in life insurance 
circles. The Mutual Life and New York 
Life already conform to this practice in 
making their annual reports, but most of 
the other companies have pursued the plan 
of charging themselves with uncollected 
premiums on policies which have been de- 
livered, making suitable deductions for the 
commissions due thereon. The position 
taken is that these policies, being in the 
possession of the insuree, are as much a 
liability against the company as policies 
upon which the cash has been re- 
ceived, and would be so declared by the 
courts. 


It is not an uncommon practice in life 
insurance to deliver policies without re- 
ceiving immediate payment. There is no 
question but that if these policies became 
a claim before the premium was received 
they would be paid. In the closing days 
of the year there is probably no company 
which does not deliver policies upon which 
the premium is not paid until after the first 
of the year. In practice, and doubtless in 
law, these policies are just as much a 
liability as if the premium had been paid 
in cash. At any rate, most of the com- 
panies charge a reserve against these pol- 
icies the same as if the premium had been 
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paid. The sum thus set aside is frequently 
quite large. 

It is true that the practice of delivering 
policies without receiving the premium in 
cash has been carried to excess. For the 
purpose of making a substantial showing 
of new business written, some companies 
issue and deliver policies where there is 
very little chance that the insuree will pay 
the premium, and which are subsequently 
thrown back upon the company as “not 
wanted.’’ This is particularly true in the 
closing days of the year, when it has 
seemed desirable to some companies to 
swell the volume of business written. 


This practice, however, has its disadvan- 
tages, since such business is usually written 
under high rates of commission, and con- 
sequently any credit taken for uncollected 
premiums on this account will probably be 
considerably less than the reserve with 
which the company must necessarily charge 
itself against those policies. Under present 
rates of commission the Connecticut depart- 
ment’s ruling, if enforced, will, in the case 
of a great many companies, decrease the 
liabilities more than it will decrease the 
assets. On the other hand, the companies 
which pursue the practice of reporting only 
cash paid business obtain a distinct advan- 
tage over other companies, inasmuch as 
they are not compelled to show the waste 
accruing under the item of ‘‘not taken”’ 
policies. The question has been raised, 
whether it is not well for the policy-holders 
of the company to know just how much 
waste occurs under this item. 

There are two sides to the question. In 
some respects, the giving of credit for cash 
paid business only in the State reports will 
more nearly exhibit exact conditions. On 
the other hand, there will be a concealment 
upon items which are generally taken into 
consideration in passing judgment upon 
a company’s economy of management. If 
we admit that it is a good plan to report 
only cash paid business, this question must 
be asked: What shall be done with the 
liability incurred under policies delivered 
where the premium has not been received 
on the thirty-first day of December? There 
is upon such policies an actual legal and 
moral liability, which it seems to us, 
under the plan suggested by the Con- 
necticut department, will be entirely 
ignored. 
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All the companies reporting to the Mas- 
sachusetts department will, after Jan. 1, 
ee i compute their reserves 
pla kM upon the American three 

and one-half per cent. 
table. Under the newly enacted law this 
is the established standard, although com- 
panies are permitted to reserve on a three 
per cent. basis if they desire. None of 
Massachusetts’ companies will at present 
avail themselves of this privilege. Some 
of the outside companies, however, will 
adopt the three per cent. reserve. Several 
have already done so. 

Under the new law all the Massachusetts 
companies are agreed upon net rates. In 
respect to gross rates, however, there is a 
difference of opinion. For some years past 
the Massachusetts companies have main- 
tained practically uniform rates of pre- 
mium; but under the new law there will 
be a departure from this practice, although 
it now seems probable that the rates of 
the John Hancock, Massachusetts Mutual, 
State Mutual, and Berkshire will be prac- 
tically uniform. The rates of the New 
England, however, will be computed upon 
a slightly different basis. These differ- 
ences will, of course, be due entirely to the 
method of loading the net premium; but, 
in any event, the gross premiums of all 
the Massachusetts companies will not vary 
materially from the present Actuaries’ four 
per cent. rates. In some ages, they will 
be slightly higher and in others lower. 
The average rate will be about the same, 
and will compare favorably with the rates 
issued by outside companies. 

It is interesting to note, in this connec- 
tion, the diverse methods of loading by 
which different companies reach substan- 
tially the same results. The methods of 
loading are almost as numerous as the com- 
panies. From a memorandum before us, 
containing the percentage loadings of nine 
companies, two only use a uniform basis of 
calculation. 


> 


During the coming session of Congress it 
is probable that concerted action will be 
To Repeal taken by the asin 
the War Tax. O™Panies toward effecting 

a repeal of the onerous 
revenue taxes imposed during the Spanish 
war. The present tax is very burdensome, 
particularly upon the cheaper forms of 
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insurance availed of by those least able to 
stand the increased cost. The reventie tax 
is at the rate of eighty cents for each one 
thousand dollars of insurance upon all 
forms of policies. Upon ordinary life and 
endowment policies, therefore, the tax is 
identical in amount, althongh the differ- 
ence in premium paid is large. In this 
respect, the tax levied is unequal, if not 
inequitable. 

It is estimated that life insurance com- 
panies have paid the United States Gov- 
ernment in the neighborhood of two and a 
half million dollars in taxes since it was 
first levied. This is a large burden, will- 
ingly borne at a time when the needs of 
the country seemed to demand radical 
action ; but this need has entirely passed, 
so far as life insurance companies are con- 
cerned. It has been held that the method 
of collecting revenue by the sale of stamps, 
having been established by the govern- 
ment, will not be immediately abandoned. 
Probably this is true; nevertheless Con- 
gress has shown a disposition to modify, if 
not entirely revoke, some of the taxes 
originally imposed. If any business is to 
be exempted from this tax, none have a 
more legitimate claim upon the leniency 
of the government than the life insurance 
companies. 

In the immediate payment of this tax 
the companies have pursued different 
methods, some collecting the tax from the 
insuree at the time the policy is delivered, 
while in the majority of cases the stamps 
are affixed at the expense of the company 
or the agent. The burden, however, is a 
burden upon the business, and therefore a 
tax upon all policy-holders. 


+ 


Connecticut is the only State which has 
thus far announced its intention to use the 
Whe flee ond gain and loss exhibit during 
Sons Echihe. IgoI, on the ground that it 
: does not accord with the 
majority vote taken at the recent convention 
of insurance commissioners. The commis- 
sioners of Minnesota and Washington state 
that their blanks for 1go1 will contain this 
exhibit, since they were printed in this 
form prior to the action of the convention. 
Neither department, however, expresses 
approval of the exhibit, as the Connecticut 
department has done. Among the States 
which have heretofore made use of the 
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exhibit, but will now discontinue it, are 
Maine, Michigan, Wisconsin, Illinois, and 
Missouri. Ohio will require the blank. 

The Connecticut department, which now 
appears as the only champion of the gain 
and loss exhibit, will endeavor to correct 
its defects and place it in a form which 
will be more satisfactory to the companies. 
It remains to be seen, however, whether 
the admitted defects of this blank can be 
cured, or whether the exhibit is rendered 
incomplete and inaccurate by inherent 
defects which cannot be overcome. 

* 

The popularity of the incontestable from 
date clause seems to be on the wane. It 
has been used by but 
few companies, and 
within the past year 
all have abandoned it but one. The Penn 
Mutual, some time ago, decided to give up 
this clause on the ground that the delay in 
making the necessary investigation fre- 
quently resulted in the loss of the policy. 
The advantages secured, if any, did not 
offset the loss in this respect. 

Within the past month the Union Mutual 
has decided to eliminate the clause from 
its policies. The experience of the com- 
pany thereunder has not been unfavorable. 
The clause has, however, been of no partic- 
ular advantage in competition. On the 
contrary many of the company’s agents 
have urged its withdrawal, because it was 
the object of adverse criticism by the agents 
of competing companies. It was, therefore, 
deemed advisable to replace it with a clause 
making policies incontestable after one 
year. The only company making use of 
the incontestable from date clause is the 
New York Life. This liberalization of the 
policy contract naturally tends to increase 
the company’s mortality and consequently 
the cost of insurance. It is contended, how- 
ever, that it affords offsetting advantages in 
procuring new business. 

- 

The new administration of the National 
Association of Life Underwriters, availing. 
itself of the good 
work performed by 
past administrations, 
and realizing the necessity for increased 
interest in the work, is actively engaged in 
stimulating the organization of new asso- 
President Register has already 


The Incontestable 
from Date Clause. 


Among the Agency 
Associations. 


ciations. 
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visited a number of places needing atten- 
tion; three associations have been organ- 
ized and others are in process of organiza- 
tion. In extending organization work, the 
present administration is attempting to 
establish local associations in the smaller 
cities. The large cities are now well or- 
ganized, and in many cases these associa- 
tions are available for agents located in 
smaller places. But the field is only par- 
tially covered, and there is vast room for 
improvement in those localities which are 
at present remote from the influences of a 
local organization. Mr. Register and his 
associate officials have shown excellent 
judgment in attempting to till this some- 
what uncultivated field. 


aa 


President Register made his first public 
address at the fall meeting of the Life 
Underwriters’ Asso- 
ciation of Central 
Massachusetts. Upon 
this occasion he suggested that the local 
associations might perform an excellent 
work and greatly improve the business, if 
they would prepare an up-to-date record of 
all agents engaged in the business, in 
which facts pertaining to their record 
might be entered. This knowledge would, 
of course, be open to all general agents 
interested in employing solicitors. By 
this method Mr. Register believed the un- 
desirable agent would gradually be elim- 
inated. 

Since making this suggestion, Mr. Regis- 
ter’s remarks have been the subject of some 
criticism, as well as misinterpretation, it 
being assumed that he intended this as a 
solution of the rebate evil. The criticism 
pronounced was that it would not be effect- 
ive, inasmuch as the general agents, who 
are members of the local associations, 
might refuse to be bound in their selection 
of agents by the records shown. The critic 
then asked what the associations might do 
about it. Would they expel the general 
agent so refusing? It was further suggested 
that nothing would be accomplished by Mr. 
Register’s remedy so long as the general 
agent continued to permit rebating in his 
agency; that the responsibility for rebat- 
ing rested upon the general agent in a 
secondary degree only ; that the companies 
were primarily responsible; and that the 
remedy lay in their hands alone. 


Protection Against 
Undesirable Agents. 











In his remarks before the Boston Life 
Underwriters’ Association, Nov. 20, Mr. 
Register took this criticism as 
a text for his address. He ex- 
plained, in the first place, 
that his suggestion was not intended as a 
remedy for the rebate evil. That evil, he 
said, like the poor, will always be with us, 
but will be considerably lessened when the 
companies reduce first-year commissions. 
He stated that his proposition was made 
for the purpose of improving the charac- 
ter of men engaged in the business. In 
so doing, the rebate evil might incident- 
ally be curtailed. 

It was far from his purpose to constitute 
the local associations as a court of inquiry 
into the conduct of members. This, he 
said, would be treading upon dangerous 
ground. There was nothing to prevent a 
manager or general agent from employing 
a disreputable agent, if he chose to do so. 
He did not believe, however, as a business 
proposition, that any manager, having due 
regard for his own interests, would employ 
an agent whose record, shown in the 
manner suggested, proved him to be un- 
worthy of confidence. There might be 
some who preferred this class of men and 
would continue to employ them, but he 
felt sure that the large majority would be 
only too glad to have in their possession 
such information as would protect them 
against the unscrupulous and unsuccessful 
solicitor. He said, ‘‘ Every one of you has 
employed many persons whom you would 
not have employed, had you had informa- 
tion about them which you might have 
secured from others. When you found out 
what their record was you dismissed them, 
and in many cases did this after losing a 
great deal of money.”’ 


¥ 


Criticism 
Answered. 


Mr. Register contended that one of the 
principal lines of work before the local 
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Practical Legislation **S°Ciations was, by 
Needed. practical legislation, 

to improve the char- 
acter of men employed in the business. He 
believed that the time had arrived when 
moral suasion should be supplemented by 
positive action. He felt that many evils 
had grown up as the result of the marvel- 
ously rapid growth of life insurance during 
the past fifty years, but with this record 
behind, it was incumbent upon those en- 
gaged in the business to prevent their 
further growth, and, so far as possible to 
eliminate them. 

He pointed out that these evils seem to 
be increasing in equal ratio with the im- 
provements, showing that no panacea had 
as yet been suggested. This condition had 
prevailed on account of the absence of 
harmonious action by the companies, and 
of the loose and unsystematic methods 
employed by managers and general agents. 
The true remedy lay in getting rid of the 
bad elements in the business. The local 
associations should constantly work towards 
that end. In referring to the anti-rebate 
laws, Mr. Register said, ‘‘We must not 
condone crime, nor should we depend 
upon pasteboard laws that are ethically 
good, but practically unsound. Doctors 
and lawyers do not need laymen to teach 
them how to be skilful in their work, nor 
are we benefited by good-natured legisla- 
tion through which may be driven the 
proverbial four-horse team.’’ 

In conclusion he said that the intelligent 
insurance manager of the future will not 
employ men of reckless methods, but will 
demand clean workers. The 
should no longer be made a dumping 
ground for all sorts.and conditions of men. 


business 


Every possible avenue should be utilized 
to emancipate life insurance from its evils. 
From Boston, where the association idea 
first had its birth, this new edict should go 
forth. 


FIRE INSURANCE. 


The incidents attending the writing of 
the American Smelting & Refining Trust, 
through New York 
brokers—so widely 
discussed last July — 
have again been brought to public atten- 
tion. 


The Smelting Trust 
Controversy. 


The secretary of the Colorado State 


Agents’ Association has issued a new state- 
ment entirely exonerating the firm of New 
York and Chicago managers from the 
charges inferentially made in the circular 
of July 11. Atthat time the secretary was 
invited to make a thorough investigation 
of the books of the firm attacked, but it 
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was not until after the meeting of the 
National Association in August that such 
an investigation was made. As a result 
the recent circular, above referred to, was 
issued, in which the managers are not 
only cleared of all charges made in the 
original circular, but are given a clean 
bill of health in respect to their attitude 
toward the agency movement. 

This outcome of the controversy has 
been the subject of considerable comment, 
the drift of which is to criticize the Col- 
orado Association for its action in exposing 
a reputable firm of managers to public 
censure without a sufficient investigation 
of the facts. We think this criticism is 
justified. The charges against the firm 
were hastily made, and, as events proved, 
incorrect. No association can be placed in 
this position without injury to its prestige, 
because it is sure to create the impression 
that it is being used by the companies for 
promoting special interests. It cannot 
afford to acquire this reputation. Its suc- 
cess must depend upon the impartiality of 
its attitude toward all companies. No 
emergency can excuse the pillorizing ofa 
company, until it has been given a fair 
hearing and a thorough investigation. 


¥ 


But aside from the particular injustice 
done in this case, the Colorado incident 


. served to fix attention 

The Ceneral Prin- : 
ciples lavelved upon certain prac- 
P j tices in the business 


which are detrimental to the interests of 
local agents. The handling of the Smelt- 
ing Trust was lost to local agents by the 
offer of New York brokers to write all the 
property at a lower rate of insurance. The 
method pursued by the brokers in this, as 
in other cases, was to place a portion of 
the line in non-tariff companies, offering 
the balance to tariff companies, paying 
tariff rates, and in other respects conform- 
ing to rules and regulations. In this way, 
with the assistance of tariff companies, the 
brokers were able to place the entire line 
at a net cost very much below tariff. This 
practice on the part of tariff companies has 
been severely criticized by agents, because 
of the great advantage thereby given the 
broker in competition with the agent. 

The Colorado incident, together with 
others of a similar nature, caused the 
National Association to take action toward 
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removing the danger to the agency system 
where assistance is rendered the non-resi- 
dent cut-rate broker by a tariff company, 
even though it might be without any de- 
sign to encroach upon the interests of 
local agents. 


¥ 


The payment of brokerage to those who 
control risks wherever they are located 
has in the past been rec- 
ognized as a perfectly 
legitimate proceeding, 
and upon ethical, as well as economic, 
grounds, it is perfectly justifiable. But 
between the agent and the cut-rate non- 
resident broker there is a clash of inter- 
ests which cannot be obliterated except by 
the defeat of one or the other. As condi- 
tions exist, with the local agents well or- 
ganized, and with a strong and constantly 
growing public sentiment upon this ques- 
tion, it becomes a matter of choice with 
each company to determine whether it will 
further the interests of agents or those of 
the broker with which it has been accus- 
tomed to do business. The indications 
are that the companies are choosing that 
line of business policy which will favor the 
agent, rather than the cut-rate, non-resi- 
dent broker. 

The action taken by the National Asso- 
ciation in declaring that where business is 
written by a company for a non-resident 
broker, it must, before accepting the line, 
be satisfied that the entire insurance is 
placed in full accordance with tariff rates 
and rules, has received the approval of a 
large number of companies. It has also 
been formally endorsed by a unanimous 
vote of one of the most powerful under- 
writing organizations in the country, the 
Western Union. Similar action has like- 
wise been taken by one of the most impor- 
tant local boards in the country, that at 
Chicago. The drift of events is clearly 
toward the local agent, and there is no 
doubt but that in the future most, if not 
all, companies will carefully watch their 
transactions with non-resident brokers, 
with a view to preventing the placing of 
any part of the line at cut rates. An 
effectual enforcement of this new rule 
will practically defeat the cut-rate 
broker, or, at least, it will place him 
on a basis of strict equality with the 
local agent, and will compel him to com- 
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pete entirely upon merit, and not special 
advantages. 

The matter is one in which companies, 
as well as agents, are directly interested, 
inasmuch as the loss of a line to the local 
agent through the cut-rate broker is a loss 
to the company writing the risk. The 
question involves the obligation of one 
tariff company to another, quite as much 
as it does protection to the local agent. 


¥ 


The sentiment of Texas, as expressed 
through its legislatures and courts, has 
apparently been so 
adverse to capitalistic 
enterprise that large 
amounts of capital, which otherwise would 
have been invested in that State, have been 
diverted in other directions. This apparent 
antipathy to corporate enterprise in Texas 
has shown itself quite as frequently in the 
case of insurance companies as other classes 
of corporations. The people of Texas, who 
realize its vast opportunities in the line of 
commercial development, have been made 
to realize keenly the existing feeling on 
the part of Northern investors in respect 
to the apparent disadvantages of investing 
capital in that State. 

So deep is this feeling that the governor 
of Texas recently made a Northern visit, 
during which he delivered an address 
before the Merchants’ Club of New York 
City, where he undertook to dispel this 
adverse feeling. He suggested the appoint- 
ment of a special committee to visit Texas 
and thoroughly investigate the subject. 
The Merchants’ Club was so well im- 
pressed with Governor Sayers’ invitation 
that it concluded to appoint such a com- 
mittee, which will in January visit Texas 
and investigate, not only its various gov- 
ernmental departments, but will obtain, 
so far as possible, a more definite under- 
standing as to the feeling of Texans in 
regard to the rights and privileges of cor- 
porations. In his statement, Governor 
Sayers said that Texas would be prepared 
to stand or fall by the outcome of this 
investigation, and if the committee found 
that the laws in that State were inimical to 
safe investment, an attempt would be made 
to secure a remedy. 

It is believed that the fire insurance com- 
panies should take this opportunity to pre- 
sent their own grievances to the governing 


Anti-Corporation 
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powers in Texas. The hardships imposed 
upon fire insurance companies in that State 
are probably greater than in any other 
State of the Union. Fire insurance inter- 
ests certainly come within the scope of the 
inquiry proposed by Governor Sayers, not 
only because investments in Texas require 
the protection of sound indemnity, but 
because the companies themselves are in- 
vestors, and influence to a more or less 
degree the opinions of the financial world. 
We are informed that a number of under- 
writers have become interested in the 
matter, and that an attempt will be made 
either to secure representation upon the 
Merchants’ Club committee, or that the 
attention of the committee will be directed 
to the subject of fire insurance, so that it 
may be properly investigated during the 
course of its visit. 
5 

In consequence of a remarkable casualty 
recently occurring in New York City, the 
fire insurance companies 
have been confronted 
with a very intricate 
problem in regard to liability for losses. 
Oct. 29, a fire originated in the ‘‘ Tarrant ”’ 
Building, a business block in the down- 
town district of the city, occupied as a 
wholesale and retail drug store. This fire 
was followed, shortly after its outbreak, by 
a series of heavy explosions, which not 
only shattered the building in which they 
occurred, but also partially or wholly de- 
stroyed a number of adjoining buildings. 
The explosion was of such force that build- 
ings in the immediate vicinity were literally 
ground to pieces. The destruction caused 
was so rapid and extended that several 
lives were lost, and a large number of per- 
sons were seriously injured. The fire in- 
surance covering the property damaged 
was about one million dollars. The actual 
property damage is considerably more. 

The unusual nature of this event — where- 
in there is damage both by fire and explo- 
sion, and -where the loss by explosion 
probably exceeds that by fire — naturally 
raises a question as to the liability of the 
companies under the standard fire insur- 
ance: policy. A few of the companies, 
without questioning liability, settled losses, 
whether resulting from explosion or fire; 
but the majority, having large sums 
involved, approached the question cau- 
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tiously and were reluctant to admit liabil- 
ity for damage caused purely by explosion. 
The question was regarded of such im- 
portance that a special meeting of the 
companies was called and a committee 
appointed to obtain legal advice in respect 
to the questions involved. The matter was 
referred to Mr. Michael H. Cardoza, an 
eminent Metropolitan attorney. 

In a report submitted to the companies, 
Nov. 7, Mr. Cardoza discusses the different 
phases of the problem. In respect to the 
Tarrant Building, in which the fire origi- 
nated, he states that the facts seem to be 
that the explosion followed the outbreak 
of fire and is of the opinion that the com- 
panies are liable for all loss upon building 
and contents, whether attributable to fire 
or to explosion,— unless, perchance, the 
entire insurance has been vitiated by the 
illegal storage of explosive matter. 


> 


Mr. Cardoza divides the losses by explo- 
sion to adjoining buildings into two classes: 
S those damaged by explo- 

tatus of Ex- ; 
posed Property. sion where fire subse- 
quently ensued, and 
those damaged by explosion where no fire 
ensued. He points out that the standard 
fire insurance policy provides that the 
company shall not be liable for loss caused 
directly or indirectly by explosion of any 
kind unless fire ensues, and in that event, 
for the damage by fire only. He states 
that where the explosion occurs first it is 
incumbent upon the insuree to distinguish 
between the damage caused by the fire and 
that caused by explosion, because by the 
contract the company is only liable for 
the loss by fire. This involves a question 
of fact alone. 

In respect to losses by explosion where 
no fire ensued, Mr. Cardoza has this to say : 

“Here, again, it is proper to say that the 
insurance was against loss by fire only, and 
that there was no loss to the subject matter 
of the insurance except by explosion, an 
expressly excepted cause of daniage under 
the terms of the Standard policy. It is 


true that the explosion may be said to 
have been caused originally by a fire at, as 
the case may be, a greater or less distance 
from the particular premises; but it is 
manifestly clear, as to at least very many 
if not all of such cases, that no damage 
would ever have occurred to the subject 
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matter of the insurance had it not been for 
the explosion. In other words, there was 
here, as has been well said, ‘added a new 
element of destruction which rendered it 
impossible to control or prevent the con- 
sequence which would naturally follow 
from the fire.’ This was explosion, a new, 
distinct and powerfully destructive agency, 
not ordinarily a necessary consequence of 
a fire, and one to which the destruction, so 
far as this class of cases is concerned, is 
alone attributable. Under such circum- 
stances, I am of the opinion, after a very 
careful examination and consideration of 
the subject, that the insurers are not 
liable.”’ 
¥ 

The companies interested concluded to 
refer the matter back to the special com- 
mittee, deciding that in the 
meantime they would 
neither admit nor deny lia- 
bility. While the point as to liability may 
be clear in the minds of expert lawyers and 
underwriters, it by no means follows that 
a submission of the case to litigation would 
result in a decision favorable to the com- 
panies. Past experience has not been at 
all encouraging in this respect. In this 
particular instance the problem is compli- 
cated by the fact thet the explosions in 
the Tarrant Building were caused by fire, 
and many fire underwriters are doubtful if 
they can successfully explain why, if they 
are liable for loss from explosion occurring 
in the Tarrant Building as the outcome of 
the fire, they are not likewise liable for 
loss from explosion to adjoining buildings 
as the outcome of this fire. It seems not 
unlikely that since the distinction is so 
involved there will be no attempt to force 
a strict interpretation of the contract. The 
fire insurance policy has, in so many re- 
spects, departed from its original function 
as an indemnifyer against loss by fire only, 
that the tendency is to give the contract a 
liberal, rather than a literal interpretation. 


> 


The New York insurance department has 
notified the United States managers of for- 
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of Foreign Companies ance companies 
. anes that it will here- 


after require the filing of home office state- 
ments upon a suitably prepared blank, in 
addition tothe statements covering United 


Action of the 
Companies. 








States operations. The companies will be 
allowed until May 1 in each year to file 
these statements. 

The New York department furnishes this 
magazine with the following statement re- 
specting its new departure : 

“In conducting examinations of United 
States branches of foreign fire insurance 
companies, we have on occasions discov- 
ered conditions requiring explanation and 
evidencing to us that we should be in pos- 
session annually of the home office state- 
ments of all foreign fire insurance compa- 
nies authorized to transact business in this 
State. Such home office statements when 
received at the department are exclusively 
for its information, and cannot be used for 
any other purpose. 

‘‘We will furnish the United States man- 
agers of all foreign fire companies for for- 
warding to their home offices, fire statement 
blanks similar to the blanks furnished do- 
mestic and foreign fire companies of other 
States. The blank furnished will call par- 
ticular attention to ‘General Interrogatory ’ 
No. 15 on page 5 of the statement. This 
interrogatory is not contained in the blanks 
for domestic fire companies and for for- 
eign fire companies of other States. It 
reads as follows: ‘Has the company any 
policy or treaty contracts issued to policy- 
holders in the United States, whether in- 
dividuals, firms or corporations, other than 
those issued by its United States branch 
office? Ifso, give full particulars in letter 
to be attached to this statement.’ ”’ 


* 


The attempt on the part of Wisconsin 
fire insurance companies to secure the 
imposition of a discrim- 
inating tax on foreign fire 
insurance companies con- 
tinues to excite discussion, mainly of an 
adverse nature. Probably the most inter- 
esting contribution to this discussion is 
that offered by the ex-insurance commis- 
sioner of Wisconsin, Mr. Wm. A. Fricke, 
now identified with the life insurance 
business in New York City. Mr. Fricke 
has recently addressed an extended com- 
munication to one of his late political 
associates in Wisconsin, in which he pre- 
sents various phases of the tax question 
now under consideration by the tax com- 
mission of that State. Mr. Fricke has no 


Discriminating 
Taxation. 


interest whatever in the fire insurance busi- 
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ness, and his opinion is therefore of a 
strictly impartial nature. In respect to 
the proposed discriminating tax, he says, 

“The capital of the foreign company, 
once deposited with the State, is there to 
remain until all liability is done away with. 

‘“‘The United States managers of these 
foreign companies are Americans; their 
agents and employees are our fellow-citi- 
zens; their losses are paid in United States 
dollars, and are paid promptly. Why, 
then, discrimination? We are told that 
large sums representing profits are annu- 
ally forwarded to Europe to pay dividends 
to the ‘blawsted foreigner.’ We seem to 
forget that as a result of the Chicago and 
Boston fires, and in Wisconsin the Oshkosh 
fire and others, very large sums were sent 
over to the United States by these ‘ blawsted 
foreigners’ to pay their losses in full. 

‘*We seem to forget that while most of 
the American companies were staggering 
under those great fire losses, and many 
failed, the United States manager of the 
foreign company simply cabled for more 
funds and weathered the storm. 

‘*Such legislation is not only un-Ameri- 
can, it is idiotic, and will react upon the 
American companies. The tax should be 
without discrimination and imposed upon 
all fire companies alike, and then only 
upon the net premiums; it should be made 
as small as possible, because the policy- 
holder pays the freight.’’ 

Mr. Fricke thinks that the proper method 
is to levy a three per cent. tax upon net 
premiums, after deducting reinsurance pre- 
miums and all losses actually paid in the 
State during the year,—this three per 
cent. tax to be in lieu of all other fees and 
taxes, either State or local. 


> 


Mr. Fricke is not only fruitful in his ideas, 
but happy in his presentation of them. 
A. Unique Tos Apart from his presenta- 
rebel a tion of the question as it 

positio 
: relates to the proposed 
discriminating tax, he dealt with the gen- 
eral subject of property taxation, and in 
connection therewith made a suggestion 
regarding State legislation, which is de- 
serving of careful consideration. 

Mr. Fricke takes as his first premise that 
if the State were engaged in the business 
of fire insurance, the basis adopted for 
the collection of taxes for this purpose 
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would be the assessed value of the prop- 
erty insured. He says ‘“‘the tax receipt 
would be made the policy of insurance.”’ 
In case of loss, the salvage would be de- 
ducted from the assessed value of the 
property, as sworn to by the owner, and 
the balance would be the actual loss. In 
other words, he contends that the State 
would not permit the property owner to 
depreciate values for the purpose of es- 
caping taxation, or to inflate values for 
realizing larger returns upon his insurance 
in case of loss. 

Out of this hypothesis, Mr. Fricke sug- 
gests that since the insurance is done by 
private corporations, it would be a very 
proper thing for the States to adopt a law, 
limiting the amount of insurance which 
can be collected in case of loss to the 
assessed value of the property. In this 
way not only would the moral hazard 
attendant upon over-valuation be elimin- 
ated,—thus resulting in benefit to the 
whole community, — but the State would 
be able to place a check upon property 
owners in respect to sworn returns as to 
assessed valuations. The property owner, 
under such a law, desiring to be fully pro- 
tected in case of loss by fire, would be 
certain to place the highest possible valua- 
tion upon his property in making returns 
for assessment. 

This novel suggestion is certainly worthy 
of consideration. It would, seemingly, ac- 
complish remarkable changes, both in 
respect to the cost of insurance, by reduc- 
ing the amount of fire losses, and by in- 
creasing and equalizing assessed values. 
Such a law would, of course, be the exact 
opposite of the valued policy law, which in 
case of total loss aims to give the insured 
the full sum represented by outstanding 
policies, even though it may be far in 
excess of the actual value of the property. 


¥ 


Fire underwriters are very much inter- 
ested in the reported concert among the 
life companies to 
secure a repeal of 
the stamp taxes. 
Whether they will join in such a move- 
ment has not been determined. The inter- 
ests of the life and fire companies may be 
considered somewhat diverse upon this 
question. Nevertheless it is doubtless true 
that, with the exception of life insurance, 
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there is no business interest subjected to 
the stamp taxes which is entitled to more 
consideration than fire insurance. It is, 
however, not the present policy of fire 
underwriters, either company managers or 
agents, to insist upon exemption from this 
tax. 

Last year the question was taken up 
both by managers and agents, the two 
forces, however, acting independently. 
The companies at first undertook to secure 
a repeal of the tax, but the National 
Agency Association labored solely for a 
change in the method. The system of 
affixing taxes is not only annoying as a 
detail, but expensive, on account of the 
large waste in unused stamps. The propo- 
sition urged by the agents was that in place 
of affixing stamps the companies be allowed 
to pay a fixed percentage on quarterly or 
semi-annua] returns. The companies sub- 
sequently urged the same line of action, 
abandoning their attempt to secure a 
repeal. 

It is probable that if any action is taken 
by fire insurance interests at the coming 
session of Congress, both companies and 
agents will work along identical lines. 
Possibly they will conclude, if the chauces 
are favorable, to ask for a repeal of the tax. 
But if such a request seems likely to fail 
and thus jeopardize the possibility of 
changing the method of taxation, the con- 
tention will be abandoned in favor of the 
latter proposition. If the representatives 
of the National Board.and the National 
Agency Association agree upon a uniform 
policy in respect to these taxes, effective 
results can doubtless be accomplished. 
The political influence of the agency asso- 
ciations is sufficient to exert a modifying 
influence upon the minds of congressional 
representatives. This is certainly one of 
the occasions where companies and agents 
can, by conference and co-operation, secure 
results which otherwise might not be 
accomplished. 


¥ 


At a meeting of the Connecticut Asso- 
ciation of Local Fire Insurance Agents, 


The Sole Agency held at Hartford, 


an Nov t 6, th 
Definition Endorsed. rinapeeancseeilli “4 
sole agency defini- 


tion of the National Association was en- 
dorsed unanimously. This action is par- 
ticularly significant because taken by a 
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conservative Eastern association in a sec- 
tion where the company influence is per- 
haps the strongest. The indications are 
that the associations in all parts of the 
country will stand back of the resolution 
adopted by the National Association, and 
that all agents regard it as the only rule 
covering the annex question which can 
possibly be adopted at this time in con- 
nection with a single agency platform. 
Immediate enforcement is not contem- 
plated, — nor was it intended in the action 
taken, — except possibly in sections where 
such enforcement would not effect local 
conditions too violently. The leaders in 
the agency movement are waiting to see 
what action the single agency companies 
will take before proceeding further in the 
matter. They feel that it now rests with 
these companies to accept, reject or mod- 
ify a platform adopted mainly to meet 
their objections to the so-called annexes. 
The Connecticut Association referred the 
new brokerage rule of the National Asso- 
ciation to its executive committee, with 
instructions to report at the next meeting. 


* 


Mr. John C. North of New Haven, who 
has just been re-elected president of the 


What Members of the Connecticut 


a: Association of 
Agency Association Want. npr 


surance Agents, is one of the most thought- 
ful and earnest leaders identified with the 
agency movement. In his annual address, 
delivered at Hartford November 16, he 
made the following concise suggestions : 

“I desire to call attention to some of 
the things which I believe we, the mem- 
bers of this association, have agreed that 
we want. 

‘First. We want protection in the field 
assigned us against competition in this 
field from our companies or from other 
agents of these same companies. 

“Second. We want to represent the 
company solely whose commission we hold 
in the territory assigned us, and not share 
the honor with another who may be as 
worthy as ourselves, but more often is an 
embryo agent who has made a failure of 
everything he has undertaken, and now 
secures the second agency of a company 
we supposed we represented. 

‘““Third. We want to be sure that we 
can sell our policies at same price (no 
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more or no less) than the non-resident 
broker who comes into town and out again 
between two moons, and who evades taxes 
and every other regulation which experi- 
ence has thought necessary for the protec- 
tion of the public, being careful only to 
see that he secures the highest commission 
possible. 

‘Fourth. We want an intelligent and 
comprehensive plan of making rates, so 
that we can conscientiously approve of 
them and if necessary defend them, as the 
result of carefully prepared classification, 
resulting from the experiences of the com- 
panies during a term of years. 

“Fifth. We want the public, and espe- 
cially those who make our laws, to know 
more about our business, so that much of 
the prejudice and misunderstanding now 
existing can be swept away, as it certainly 
would be if they could be better educated 
along the lines of our business. 

‘Sixth. We want to kuow each other 
better, and feel the brotherhood which 
fosters confidence and destroys distrust 
and suspicion. We do not want to intrude 
upon the provinces of the companies; on 
the contrary, we feel that the agents and 
companies may join hands, and, facing the 
same problems, can solve many which 
either would be unable to do alone.’’ 


¥ 


Mr. North touched upon the question of 
rates, commissions and brokerages, saying : 
Uniform Broker- “2S association, as is 

D 4 now well understood, 
ages Wesifed. has no intention of mak- 
ing or controlling rates, or regulating com- 
missions toagents. We feel that the former 
is in good harids, and the latter does not 
come within our province at present at 
least. I feel, however, that having uni- 
form rates given to the local agent, on the 
plea that all must be on the same basis, 
the local agent has a right to demand that 
brokerages shall also be uniform. A uni- 
form rate is instantly destroyed when one 
agent can offer twice the brokerage that 
his fellow agent can, on account of the 
larger commission received from his com- 
pany. No one will object, from the agent’s 
standpoint, tothe high commission received 
by his competitor, if he will only retain it 
for his own use.’’ 

Mr. North in contending for a uniform 
brokerage, because it places agents on an 
equality in competition, speaks from pre- 
cisely the same standpoint taken by uni- 
form commission companies in urging the 
correctness of their position, namely, equal- 
ity of opportunity foreach company within 
the agency. Both propositions naturally 
develop along identical lines of argument. 
Mr. North contends that while the agents 
have a direct interest in uniform broker- 
ages, the companies only have a direct in- 
terest in uniform commissions. 
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The fundamental principles of insurance 
are practically the same in every branch 
of the business, the application of the 
principles being modified according to the 
peculiar requirements of the nature of 
risk insured against. Since fire insurance 
more than any other more nearly interests 
all the people, we shall consider more 
particularly the reasons for that kind of 
insurance; whether from an economical 
standpoint it is a desirable commodity, 
and whether it is of value to the com- 
munity and the nation. 

The essential principle of insurance is a 
division of the loss against which indem- 
nity is sought. The primary and pre- 
dominating reason, therefore, for seeking 
insurance is that a loss may be divided 
into many small parts, so that instead of 
its being borne by one person, it will fall 
equally on a large number of persons, 
without serious injury to any. Since a 
loss is borne in bulk or in many parts by 
one or many persons, it may be interesting 
to know how there may be such a thing in 
insurance as economy to the individual 
and tothe nation. In other words, is any- 
thing to be saved by dividing a loss, so 
that instead of one man and one locality 
having it to bear, it will rest on many men 
distributed over a large territory? What 
is there to be saved to the nation by such 
distribution? The subject will be consid- 
ered first as to the interest of the individual. 

An investor about to put his money into 
an enterprise considers the hazard and the 
probability of a loss. He desires to make 
his risk as small as can be under the cir- 
cumstances, and when possible obtain se- 
curity against the evil effects of disaster. 
Insurance is a ready means for indemnity 
against loss by fire, and men regard the 
subject of insurance in about this wise: 
Though a loss be improbable, yet it might 
happen, and should it occur, the catas- 
trophe would be as disastrous as though it 
had been foreseen for a certainty. Then, 
if the probability of a loss be small, 
the percentage paid for indemnity is 
proportionately small, and while the 
premium paid for indemnity increases 


with the greater liability to damage, 
still the reason for paying the increased 
percentage becomes more powerful in 
like ratio. 

There is a vast difference between pay- 
ing a high rate for insurance and not 
insuring at all. Insurance is sometimes, 
as the local agent knows, objected to be- 
cause, it is claimed, the rate is too high. 
It is to be remembered that articles of 
value are not to be had for nothing, and as 
a rule the greater the value the higher the 
cost. A high rate of insurance is an indi- 
cation of great hazard. There is a marked 
difference between paying six per cent. on 
one’s own capital and having the six per 
cent. to pay and the capital to make. If 
the capital is destroyed, it must then be 
recovered in addition to the six per cent. 
It frequently happens that after a fire the 
investor must begin by borrowing, and on 
this new capital he must pay say six per 
cent. as interest. The lender will require 
insurance for his protection, and thus the 
borrower is required to pay twelve per 
cent. for interest and insurance, when he 
thought before the loss a six per cent. 
insurance rate too high, and it is to be 
remembered that above this twelve per 
cent. the capital is to be recovered. If, 
therefore, a business would not justify a 


six per cent. rate before loss, for still 
stronger reasons it would not justify twelve 
or even six after loss. It is a very poor 
investment indeed that will not protect 
itself out of its own earnings. 

It is not safest to lose sight of the larger 
sums of money in the attempt to save the 
smaller items of expense. If property 
does not burn, the owner will not be seri- 
ously affected by the loss of the relatively 
small premium he has paid for a policy, 
but he can ill afford to lose the principal 
if his property should burn. Of course 
both premium and principal might be 
saved if no fire should occur, but losses 
from fire do occur, and since a loss is as 
likely to fall on one individual as on an- 
other similarly situated, he must take the 
risk of losing either premium or principal. 
How much wiser is it then to forfeit the 
smaller amount that can be so much more 
easily afforded. 

It is the truest business policy to take 
the more conservative po safe course, 
though in doing so the profit be less. The 
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banker wants the best possible security for 
his loans, and that he may get it he sacri- 
fices his rate of interest in proportion to 
the value of the security obtained. The 
merchant lends his money to his business. 
He should require of that business good 
security, though in doing so he reduces his 
profit. 

As an item of expense, insurance is as 
legitimate as taxesy Taxes are paid that 
governments may be maintained for the 
protection of life amd property. Of similar 
character is insurance, which provides 
protection against loss or damage to prop- 
erty by fire. In the matter of expense 
in any business, the money invested as 
capital is not to be lost sight of in working 
for a profit; but the better course is first to 
protect the principal. Save that, by all 
means, and then strive for a profit. 


If it be true that worry kills, then in- 
surance should be carried from an econom- 
ical standpoint, as it allays anxiety, and 
brings comfort and satisfaction to the 
insured ; and this it does though no loss 
occurs. It is a matter for gratification to 
know that one’s building, in part at least, 
is practically as indestructible as the real 
estate on which it stands. When the fire 
gong sounds one thinks of his insurance 
policy, and there is comfort in the thought. 
If worry kills, thank ‘‘ Old Reliability ’’ for 
prolonging your life. ‘‘This same shall 
comfort us concerning our work and toil of 
our hands.’”’ The fire alarm sounds and 
the insured says, ‘‘If it is my property on 
fire, I am safe; there is my insurance.’’ 
The uninsured exclaims, “If it is my 
property, I am a ruined man. The hard 
earnings of my life will vanish. My family 
will be reduced to want. I shall be hope- 
lessly harassed by importunate creditors.’’ 

Insurance is an asset and is so recognized 
by the commercial world. Would it be 
unreasonable, I ask of credit men, to re- 
quire the merchant who goes uninsured to 
pay a higher price for goods than one who 
carries insurance? There are sufficient 
reasons why the uninsured should pay the 
higher price. If a purchaser does not pro- 
vide himself with insurance, the seller must 
bear the risk of loss, and should be paid for 
the risk incurred. Such risks are sure to 
produce losses, and the improvident should 
pay these losses in higher prices. Again, 
1s it not ground for suspicion that if a mer- 
chant is careless about protecting his inter- 
ests with insurance he may be imprudent 
in other matters also? The failure, there- 
fore, to carry insurance ought to affect 
credit. That which injuriously affects 
credit should exact higher prices, and it is 
not economy to pay higher prices when a 
small expense and a little discretion would 
make the same purchase for less money. 

Without insurance, business would be 
almost, if not quite, reduced to a cash basis. 
As business is now done for the most part 
on credit, to change the system to a cash 
basis would mean to enterprise what par- 
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alysis means to the body. Under the 
present system, where nine-tenths of busi- 
ness is done on credit, insurance is an 
important constituent. It would be diffi- 
cult to find a factor of greater importance. 
For illustration, the fleece grown on the 
sheep’s back is protected by insurance in 
its entire course through agriculture, man- 
ufacture, transportation, and consumption; 
in other words, from the time the soil is 
transformed into a merchantable product 
until it returns again to the earth from 
which it came, insurance accompanies the 
product through the processes of industry. 
Destroy this protecting mantle and what 
would be the result? Long terms of credit 
would be annihilated. Prices would in- 
crease. Wholesale concerns would become 
insurance companies to a degree, but with 
the great disadvantage of being without 
organization or system in that respect, and 
the occupant of the safest brick structure 
would pay the same premium for fire risk 
as the one occupying the most hazardous 
frame building. The added cost for goods 
would unquestionably make prices higher 
than the combined cost of goods and insur- 
ance under a system where these are sold 
separately. 

The second question, of what value is 
insurance to the nation, should now be 
considered. First and foremost, as the 
people make the nation, it is certainly 
logical to say that what is good for the 
citizen is good for all the people. 

A very large amount of property is saved 
annually from destruction by fire by the 
requirements and exactions of insurance 
companies. These companies point out 
dangers to be avoided. Let one of them 
assume the insurance on a risk, and the 
defective flue is rebuilt, the sawdust cus- 
pidor is consigned to oblivion, the heap of 
spontaneous combustible matter is re- 
moved, and many things are done to 
decrease the fire hazard. By these pre- 
cautions much property is saved that would 
otherwise be burned. It should be, and it 
may be said with truthfulness, it is the 
province of insurance companies to have 
safer buildings constructed and everything 
done that will decrease the fire danger. 

In decreasing the fire hazard the rate is, 
or should be, reduced correspondingly. 

The insurer may make as large profit 
where the hazard is small, and the pre- 
mium in proportion, as it can from more 
hazardous risks with higher premiums. 
The former is certainly more satisfactory 
to all concerned. 


The value of this work of the company 
to the nation in reducing the evils of fire is 
inestimable, and the amount of property 
saved from destruction amply warrants a 
continuance of the insurance business as 
one of.the great branches of industry. To 
conserve that end insurance is entitled to 
the same fair treatment at the hands of 
legislators as agriculture, commerce, and 
manufacturing. 





DECLINE IN THE PROFITS OF LIFE INSURANCE. 


One of the well-understood facts in life 
insurance is that dividends to policy- 
holders have declined and that companies 
which are maintaining earlier rates do so 
largely by the use of surplus fundg; in 
other words, the dividends paid are not 
always actually earned out of current years’ 
business. Some life underwriters contend, 
however, that one of the functions of the 
surplus is to equalize the payment of divi- 
dends, and that it is better to pay a level, 
though smaller, rate of dividend from year 
to year than to declare each year as divi- 
dends the total profits as some companies 
do. It is the uniform practice of some 
companies not to pay the dividends which 
might be justified in some of the more 
profitable years, preferring to maintain an 
even rate and making up deficits in bad 
years from surplus funds. Nevertheless 
the general tendency in life insurance is 
toward a decline in dividends, or an in- 
crease in net cost to the policy-holder. 
This is due to marked reductions in the 
sources of profit at current rates upon 
which the companies have heretofore relied 
for their gains. 

In Mr. Benjamin F. Brown’s statistical 
digest of life insurance just published, there 
are presented some very pertinent figures 
bearing upon this particular point. It 
appears from the facts presented by Mr. 
Brown that during 1899 the ratio of profit 
earned to net reserve (which he takes asa 
basis of calculation because it represents 
the policy-holder’s net investment) was less 
than at any time during the past twenty 
years, and inferentially less than at any 
time in the history of life insurance. It is 
likewise shown that the rate of profit, in 
1899, in comparison with the five preceding 
years has fallen off to a marked degree. 
The condition for the past ten years is 
best shown by the subjoined tabulation ex- 
tracted from Mr. Brown’s publication : 





Profit from 
Interest 
Profit from 
Mortality and 
Ratio to 
Net Reserve. 


1899 | 17,219,631) 11,752,309 
1898 | 17,033,208! 21,162,611] 
1897 | 15,393,048) 23,142,701) 
1896 | 14,655,813) 16,665,782! 
1895 | 14,532,158) 16,209,971 


28,971,940) 2. 
38,195,819) ¢ 
38,535,749) : 
31,321,595 
30,742,129) 


28,786,523] : 
25,683,845) 3.: 
22,437,343) : 
25,726,209| 
19,786,819 


15,567,377| 
13,036,164 
10,683,636 
13,887,311 


1894 
1893 
1892 
1891 
1890 


13,219,146 
12,647,681 
11,753,707 
11,838,898 


10,496,001} 9,290,818 


The profits realized in 1899 are not only 
less in ratio than for twenty years past, 
but are less in dollars than for any year 
since 1894, notwithstanding the great 
growth of the business in that period. 
The marked falling off in profits in 1899, as 
compared with 1897 and 1898, has been 
carefully analyzed by Mr. Brown. In the 
first place he points out that this is due in 
part to the inflation of profits in ’97 and ’98 
through abnormal causes; namely, a re- 
duction of reserves by companies doing 
business in silver countries, under which 
the reserve previously held on a gold basis 
was placed on a silver basis, which repre- 
sented the actual liability. In this way 
the apparent increase of profits in these 
two years is largely accounted for, so that 
the falling off is not as great as appear- 
ances might indicate. Nevertheless, Mr. 


Brown states that there was an actual falling 
off in profits in 1899, of which some $5,080,- 
ooo is attributable to increased mortality, 
about $3,300,000 to increased expense, and 
some $920,ocoto decreased interestearnings. 

These results are well worth noting, 
because they tend to shed light upon cur- 
rent tendencies which have affected the 
dividend-paying capacity of the compa- 
nies as awhole. The decreased interest 
earning powers of the companies will 
doubtless continue to prevail, and early 
improvement in the expense account is 
probably not possible. The gains of the 
immediate future are likely to be most 
largely on account of favorable mortality. 
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